
RESOLUTION NO. 89-146 

. 

A RESOLUTION ADOPTING AN ANNUAL STATEMENT OF INVESTMENT 
POLICY AND INTERNAL CONTROL GUIDELINES 

WHEREAS, legis la t ion enacted by the Legislature of the State  of 
California requires the adoption by c i t i e s  o f  an  annual investment 
policy; a n d  

WHEREAS, the City Council o f  the City o f  Lodi wishes t o  implement 
a program o f  internal c o n t r o l s  by which the City 's  investment program 
shall be administered; 

NOW, THEREFORE, B E  I T  RESOLVED t h a t  the City Council of the City 
of Lodi hereby adopts an Investment Policy as s e t  forth in Exhibit A 
and  incorporated herein by reference; 

FURTHER,  RESOLVED,  t h a t  the City Council of the City of  Lodi 
hereby adopts Internal Control Guidelines, attached hereto as Exhibit B 
and incorporated herein by reference. 

Dated: October 18, 1989 

I hereby cer t i fy  t h a t  Resolution No. 89-146 was passed and 
adopted by the City Council o f  the City of Lodi i n  a regular 
meeting held October 18, 1989 by the following vote: 

Ayes : Council Members - Hinchman, Olson, Pinkerton and  Reid 

Noes : Council Members - None 

Absent: Council Members - Snider 

Alice M. Reimche 
City Clerk 
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C , U N C I L  C O M M U N I C A  I O N  

TO : THE CITY COUNCIL 
FROM: THE CITY M A N A G E R ' S  OFFICE 
COUNCIL MEETING D A T E :  SEPTEMBER 7 ,  1988 

RECOMMENDED ACTION: T h a t  the City Council approve the attached 
Resolution adopting an  annual investment policy a n d  internal c o n t r o l  
gui del i nes . 
BACKGROUND INFORMATION: 
AB1073 in 1984 requiring loca l  agencies t o  a d o p t  an annual investment 
pol icy. 

The  California State Legislature enacted 

This policy i s  presented t o  the City Council a f t e r  the books are c7osed 
t o  enable s t a f f  t o  obtain certain benchmark rates of return for  the 
f i sca l  year 1987-88. 
indicates these comparable benchmark rates .  

Page 3 of the attached investment policy 

There i s  one additional investment instrument requested for  a p p r o v a l  
t h a t  has n o t  been on previously adopted investment policies.  T h i s  i s  
o n  Page 1 and i s  described as "Money Market Funds." This investment 
instrument was authorized by the State Legislature i n  January, 1987 
under Government Code Section 53600. 
funds t h a t  local agencies invest in may only purchase those instruments 
t h a t  already ex i s t  under Government Code Section 53600 and are the same 
ones the City o f  Lodi has invested i n  since o u r  investment policy was 
adopted in 1984. The res t r ic t ions  of Government Code 53600 regarding 
money market funds are: 

The managers of money market 

1. The money market fund must a t ta in  the highest ranking o r  the 
highest l e t t e r  and  numerical r a t i n g  provided  by n o t  l ess  t h a n  
two of the three largest  rating services. 

2 .  Have an  investment advisor registered w i t h  the Securit ies and 
Exchange Commission with n o t  less  t h a n  f ive years experience 
investing in the securi t ies  and  obligations as a u t h o r i z e d  by 
Government Code Section 53600, Subdivision ( A )  t o  ( M )  and 
w i t h  assets under management i n  excess of f ive hundred 
mi 11 i o n  do1 1 ars  ($500,000,000). 

3. Purchase price o f  shares shall  n o t  include commissions and  
shall  n o t  exceed f i f teen  percent of the local agency's 
surplus money. 

Approval i s  requested t o  invest in authorized money market funds. 

Robert H. Holm 
Finance D i  rector/Treasurer 

RHH/ss 

Attachments 



CITY OF LODI 
STATEMENT OF Ih'VESWT POLICY 

EXHIBIT A 

T h i s  statement i s  intended t o  provide guidelines for t h e  
investment of the City's  temporaq  id le  cash un&r the Prudent Y m  Rule. (1) 

Objective 

~mni to r  md forecast expenditures an2 revenues, +&us enabling the City t o  
invest funds t o  the fu l les t  extent possible. 
the highest yield obtainable as long as investments meet the c r i t e r i a  for 
safety and l iquidity.  

Purpose 

The City 's  cesh managemer,t system is desiqned t o  accurately 

The City s t r ives  t o  cbtair~ 

Policy 

p rpses .  
in each M d .  

The City maintains a pooled cash concept for inves-tment 
Interest  earnings are allocated according t o  average dzily cash 

Investments may he made LI the following instruments as allowed 
wder  current legislation of the State of California (Cbvernmr-t Code 
Section 53600 e t  sq.) . 

. Securities of the U. S .  Government, State of California 
o r  Local Agencies 

I Local Agency Investrent Fund (State Pool) 

- Certificates of Deposit (time deposits) 

. Negotiable Ce,rtificates of kps i t s  

. Bankers Accep&mces 

. Comercia1 PaAper 

. Money Market k b d s  

. Repurchzse A q e e m e E t s  (collateralizel! by E- S - Treasuii- 
securi-iies ) 

. Passhok  Savings Acccunt 

- Other that are, or m y  becane, legal rslvestrr?ents thrcuqh 
the State of California Gcvernrrent Code aid w i t h  prior 
approval of the Ci ry  Couxi l  

(1) Civil  Code Section 2261, e t  s q .  states ir. part , "...h investinu for 
the benefit of mother,  a tmstee shal l  exercise 'he judgment md  czre, 
-x&z the c i rmstaxes  the? prevd l i rg ,  b.%ich mer of prudence, eiscretici? 
md  i rkdi igence exercise in '-tie ra-mgmei-it of their mn aff&s." 



Criteria for Selecting Investrmnts ( in  order of priority) 

1. Safety 
Safetv and r i s k  associated w i t h  an investrent refers t o  the 

i 

potential loss of principal, interest o r  a cmbination of these amounts. 
The f i r s t  level of r i s k  control i s  found in state law vAich r e s t r i c t s  the 
particular type of inveshent  pemissible for municipalities. 
level of r i s k  control is reduction of default r i sk  by investi ig i n  

The second 

i n s ' m n t s  tha t  appear, upon exmiriation, t o  be the most credit worthy. 

The third level of r i s k  control is reduction of market  r i sk  by investing 
in instruments tha t  have riaturities coinciding wi+& dates of disburserrent, 
thereby eliminating r i s k  of loss from a forced sale. 

Yne City of Lcdi only invests in those instniments tha t  are considered 
very safe. 

2 .  Liquidity 

wi'th a minimal r i sk  of losing s m  portion of principal or interest .  
Y z t u r i t i e s  of t i m e  cer t i f icates  issued by banks and ssvings & loan 
c q a r , i e s  are selected iii anticipation of disbursement needs. 
oz +&-e toi-al munt im-ested with the Wcal Agency Inveshent F'md can be 
wi"ihdrawn i n  a 24-hour period.. 

Liquidity refers  t o  the ab i l i ty  t o  easi ly  "cash i~" a t  any time 

Portions of 

3. Yield 

m6 i s  also described as the ra te  of return. 
Y i e X  is the potential dcl lar  earni?gs an h v e s h e n t  can provide 

The City z t t eq t s  t o  obtzin 
t k  highest yield p s s i b l e  v h ~ q  selecting aii iiivesh?er.t povided the 
c r i t e r i a  for  safety and l iquidity are met .  

Policy Constraints 

self  impsed constraints. 
co-qmrate bonds. 
s p c i f i c a l l y  au+&orized by Comcil. 
t o  assEre prudent r a m g m t .  

The City operazes its investmmt progrun with r m y  state and 
It does Rot specuiate, purchase s t o c k s  or  

It does not deal i n  reverse repurchase agreerrents unless 
The F L f o l i o  i s  carefully ,nofitore5 

S;i%keepii-.q 

remrchase aarpzments f r m  brokers, broker/dealers or  banks, zre 
A l l  semit ies  tha t  ~y be purchased, includinq co l la temi  f r m  

+zm,sferred to  the Ci ty ' s  designated bank. 
se;lds t o  +bee City a mnt5ly statement of what is behg  safeke9t which 

The City 's  designated bmk 

sn;lli be reconciled mnthfi w i t h  the City's  records. 



Investment Cofitrols 
The Citv-has developed a System of Internal Investment Controls 

and a Sqregation-of Responsibilities of Investment Functions (mibit A) 
i n  order t o  assure an adequate system of internal control over the 
i n v e s b n t  function. 

A Finance Deparbnent Investmnt C h t t e e  has been develom t o  ensure 
controls are i n  order and prudent iwestment procedures x e  followed. 
Mmhrs of the Ccamnittee xre as  follows: 

Finance Director/Trezsurer 

A-ssistant Finance Director 

Revenue/Collections Technician and 

Depr-tment S e c r e t q  

Investment Remrt s 

Policy t o  the City Council for their approval. YDnthly, the Treasurer 
sha l l  submit a report t o  *he City Council a d  City Manager shoccring the 
type of investment, inst i tut ion,  date of matr;lrity, m u n t  of deposit, 
rmrket value of a l l  securities wiL& a rratuilrity of over twelve mnLLhs, rate 
of interest, specify i n  de ta i l  each invesfmerk made i n  repurchase 
agreemnts m.d other sucn data as m y  Se required by the City. 

Annually, the Treasurer w i l l  subit a Statenwt of Investment 

Iiwestment Audit 
Annually, there s h a l l  be an externzl audit  of the City 's  

iiivestment program t o  assucre c q l i a n c e  w i t h  Livestment policy md 
controls. 

Inve s Per forrrance Evalcat ioR 
Performance evaluation shoul2 include certain benchmark measures 

of r a t e  of return. 
of retun and M i ' s  canparison, are as fcllm-s: 

3exhmaks used for 1987-88, w i t h  average m k e t  rate 

Benchmark Pleasures 1988-89 Average Yield 

90-day U.S. T r e a s q  B i l l s  8,24% 

Federal Fun6 &te 8.15% 

8.29% 

City of mi 8.65% 
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EXHIBIT B 

I.N- CohrnL GUIDELINES 
SEGREGiTION OF T R E A s m R  FESPONSIBILITIES 

The follming internal coztrol guidelines and segregation of 
r e s p n s i b i l i t i e s  of Treasurer functions have been ccanpiled by the 
California Mmicipl Treasurers Association, in cooperation with the 
California bfunicipal Flnance Officers Associa"Lion and +he C o u n t y  
Treasurers Association. 

OILJEffTvES OF I N T E m  CohTROL 
Internal control is +he plan of organization and a l l  

systems established by the managawnt ' s ob jective of ensuring, 
prac"ic&le: 

. the orderly and ef f ic ien t  co~3uct  of i t s  business, 
adherence t o  management policies 

. the safeguzding of assets 

. the prevmtion o r  detection of errors  ard fraud 

the related 
as fa r  as 

including 

. +the accuracy and ccanpleteness of the accounting records 

. the timely preparation of re l iable  financial information. 

LIMiT-W'IOFiS OF INTERh ' a !  CONTROL 
No internal control systen, haeve r  elaborate, can by i t s e l f  

parmtee ttte achievement of r&gement ' s obj ='Lives. 
cay 2rovide only reasonzble assurance '312.': L\e objectives &re mer, becaase 
of i ts  inherent l in i tz t ions ,  includiiq: 

Inter-? control 

. maiiagemezt's usuzl rqu remer t  that a control be 
cost-effectivs 

. 'he direction of mst controls &t recurring, rather '&an 
unusual, types of tra-sactiom 

- humar, error  due t o  rr;isux!erstmdi.ng, carelessness, fatigue cr 
disrraction . potelltial for ccllusion 'hat c i rme i i t s  co~ltrols dependent 
upor- sqregatior. of functiorx 

. Fterkial  for  a person responsible for exe-cisinq con'Jo1 
&using 'hat r e s p m i b i i i t y ;  a me~ber of magerra?t is 
frequently ir! a position t o  override controls which 
mnagement has set up. 

- 1 -  



LuEKEETS v OF INTERhnL -.!? CONTROL' 
Element5 of a system of internal control are the means bv which 

ar, organization can sa t i s fy  the objectives of internal control. 
elements are: 

Tke 

1. 0rgS.ization 
Specific responsibility for  the performance of duties should 

k assigned and l ines  of suthority and reporting clearly identified and 
understood. 

2. Personnel 
Personnel should have capabili t ies ccxmmsurate w i t h  the i r  

responsibili'.iies. 
Cie quality and quantity of supervision are thus important. 

Personnel selection and training policies together with 

3. Segregation of Functions 
Segregation of i i x c q a t b l e  functions reduces the r i sk  tha t  

a person is ir a position both t o  perpetrate and conceal errors or fraud 
in the normal course of auty. I f  two parts of a transaction z e  handled 
by different people, collusion is necessary t o  conceal errors  o r  fraud. 
In  p a r t i c u l a r ,  the functions that should be corsidered wi-~m evaluating 
segregation of h - c t i o n s  are authorization, execution, recording, mstcdy 
of assets an3 performing reconciliatiom. 

4 .  Authorization 
All transactions should be authorized by an zppmpriate 

responslSle hdivickal .  
should. be clearly delineated. 
s p c i f i c  transaction o r  granting general authority for  transactions should 
be i n  a position ccmwnsurate with the nature an2 significance of t le  
+-ransactions. Deleqation of authority tc  zuthorize t ransact ims should be 
handled very carefully. 

Tie responsibil i t ies and limits of authorizatior, 
The individual or POL? authorizing a 

5. Controls Over an Accounting System 
Coiltrols over an accounting system include the procdures, 

bCLA mmal and ED?, carried out independently t o  ascertain t h a t  recorded 
tramxctions wre c q l e t e  , valid, au-Lhorized and properly recor6ed. 

6 .  Safeqardino of Assets and -&cords 
Controls should be m piace t o  prevent mC! d e t e n  ioss, 

-heft o r  detc-ioratim of assets. I n  zdc?ition, safecpards are necessary 
LO prevmt the loss o r  des'action of records a d  d m r , t a t i o n ,  
conkrols would involve custodial contrcls which are designed to prevent or  
dezect unauthorized access t o  or cse of assets m-d records a d  
accax+&ility controls which c a p a r e  accounting records t o  assets  
de=eAm3Ye whether recorded assets exis t  cmd are poper ly  record& Li 
scccrcance wit27 gerlerally accepted account i~g pr inc ipds  ( G - L L P  I 1 . 

!These 

7. f%IlaGSm-t 
These z e  L&.e ccxt-ols exercised by rraLage?w;t 5-clu2ing 

- ison 
Esy-to-day supemision, overall supervisory con+,-ols, mnaqment review of 
s i q i f i c a n t  trm-sactions, rnamgement review of accounts znd 
t--~-eof t o  lxdgets, r rmage i i t  review of 'Ae a d q a c y  of iiiternal co r t r c l  
zz-2 th,e interrial audit function. 



SEGREWIOK OF RESPONSIBILITIES GF THE TREASLXER F”CTI0KS 
CITY OF LQDI 
Function Respnsibi l i ty  

1. Authorization of investment 
transactions: 

. Formal Livesbnent policy 
should be 
- prepared bq’...-...................Treasurer 

s u h i t t e d  t o  ..................... .City Council 

. I n v e s m - t  transactions 
should be approved by ............... Treasurer 

2 .  Execution of inves*nt Assistant Finance D i r e c t o r  Ah?) 
t r ansac t io r~ :  ......................... ~ “ - e n u e / ~ ~ l ~ ~ o n s  Technician 

3 .  Timely recording of 
investment transactions: 

. Recording of i n v e s e n t  
transactions i n  the 
Treasurer’s records ................. F ~ n ~ c e  Departnen L t Secre taq  

. Recording of investment 
transactions i n  the 
accounting recGrds .................. Se_.rior Account Clerk 

4- Verification of inves-tme?t, 
i.e., mat& broker 
c o n f i m t i o n  to Treasurer’s 
records ............................... ~ ~ s ~ e r  

- 3 -  



Function Responsibility 

5. Safeguarding of Assets and 
Records : 

. Reconciliation of 
Treasurer's records to 
the Accounting records .............. Finmce Deprtn-tent Secreta-ry 

. Reconciliation of 
Treaswer's records to 
bank statements and 
safekeeping records ................. Revenue/Collections Technician 

. %cording interest 
receiv ed......,.,.,................. R e v e s  Technician 

. Review of: (a) financial institution ' s 
financial condition ................. ~easurer 
(b) safety, liquidity and 
potential yields of investment 
instruments ......................... Treasurer 
m d  (c) reputation and finacial 
condition of investment 
Brokers/Dediers ..................... ~ e ~ ~ e r  

. Periodic reviews of 
collateral should be 
perfo ........................... ~ e ~ ~ e r  

6 - Manag+mt ' s -Peridic review 
of the invesmt portfolio 
as prepared by the Treasurer 
- key areas vikich should be 
reviewed are irivestwnt 
types, purchase price, 
m k e t  values, rrzturity 
dates aid investmat yields 
as well as c o n f o m x e  to  
stated invesant policy ...... . I * *  Indewdent Auditors 

7. To achieve +&e objectives of internal coatrol, the Treasurer may 
delegate or trmsfer any of the above responsibilities e ~ ~ e p t  those 
of City Council. 


